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Five Year Financial and 
Statistical Summary 


In this summary and throughout the text of this Report dollar amounts are in millions except average annual wage 


1975 1974 1973 1972 197A 
Operations Railway Operating Revenues peboteO 2 Oo) 15/26.0) $91400.8 $ W257i 299151408 
Railway Operating Expenses 1-903:9 efO9e2 1 385.2 M2 Sore Wea ke eay 
Total Interest Charges 110.9 97.5 HAG 67.0 68.9 
Deficit for the Year 168.1 Sieh 21:3 17.8 24.3 
Deficit 16.4 Siar 21.3 17.8 24.3 
Year End Current Assets Siow A! 489.6 389.5 303:7 283.4 
Financial Working Capital (Deficiency) (4.0) (5:5) C77) LEAD 50.6 
Position Property, Plant & Equipment 3 887.5 3 644.7 3522.6 3 476.8 3 444.8 
Total Assets 4952.5 4 639.1 4 409.2 4 270.6 4 220.5 
Traffic Revenue Ton Miles Carload 
(billions) 64.4 67.0 62.2 62.4 58.2 
Revenue Piggyback Trailers 
handled (thousands) Bont 90.5 62.8 66.0 62.2 
Import/Export Containers 
handled (thousands) 141.4 169.0 165.0 150.2 Wa 27 
Express shipments handled 
(millions) 8.8 8.4 8.2 8.9 8.9 
Revenue Passenger miles 
(billions) 1S 133 ee Es, Wey, 
Employees “Average number for year 82 256 84 246 81 905 62392 82 010 
*Average number for December (helo 83 264 81 427 82 001 80 267 
“Average Annual Wage per employee Siswso PS l2a4is $10 444 $ 9602 $ 8 843 


*Based on new method of counting effective Jan. 1, 1975 
On former method of counting 1975 and 1974 averages were 
82 777 and 84 436 respectively. 
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To the Honourable 
The Minister of Transport 
Ottawa. 


Dear Mr. Minister: 

The Board of Directors submits here- 
under the Annual Report of Canadian 
National Railways for 1975. 


The financial and operating results 

of CN’s year reflect the adverse and 
unusual economic conditions which 
the country has been experiencing. 


Economic growth slowed markedly in 
Canada last year. As measured by the 
Gross National Product, real output 

of goods and services increased by 
only 0.2% — the poorest performance 
inthe last 21 years. A measure of the 
output of goods, the Index of Indus- 
trial Production, showed a decline of 
4.8%, the largest decline since 1946. 
Despite this major downward adjust- 
ment in the economy and the conse- 
quent high-level of unemployment, the 
rate of increase in wages and prices 
continued to accelerate, an unusual 
development which Canada shared 
with other industrialized countries. 


Under these conditions the main 
business activity of CN — carload rail 
freight — fell off sharply while wages 
and material prices continued to 
climb. 


Railway operating revenues improved 
by 5% last year, mainly as a result 

of freight rate increases, and there 
were also improvements in produc- 
tivity. These improvements were not, 
however, sufficient to counteract 

the unusual combination of economic 
recession plus inflation. AS a conse- 
quence of this the Company recorded 
its first net railway operating loss 
since 1962. 


In addition to the adverse economic 
conditions CN continued to experience 
the effects of legislative and other 
constraints on its earning capacity. 
The freight rate freeze imposed early 
in 1973 was lifted at the end of 1974 


and this enabled the Company to 
make some freight rate increases in 
1975. However, because no general 
rate increases had been possible for 
36 months prior to Jan. 1, 1975, the 
increases had to be made froma 
relatively low base. This effect of the 
freeze cost CN an estimated $42.0 
million in lost revenues in 1975. 


Other losses borne by the Company 
include those from the operation of 
uneconomic services provided in the 
public interest in various parts of the 
country, from commuter services and 
export grain shipments. Company 
plans for 1976 and the years following 
include proposals for the removal of 
these and other constraints. 


Underlying current corporate planning 
is the conviction that the best inter- 
ests of Canada and CN are served 
when the Company is able to conduct 
its operations on a commercial basis. 
Looking to the future, the Company 
sees increasing need to continue and 
broaden the commercial approach 
and an important move in this direction 
is amanagement reorganization plan 
which went into effect Jan. 1, 1976. 


The plan sets up five ‘‘operating 
divisions”’ to manage the major reve- 
nue-producing activities of the Com- 
pany and puts emphasis on the profit 
centre concept of business adminis- 
tration. The objective is to simplify 
the administration of CN and improve 
the efficiency and profitability of its 
various divisions. 


The new structure is seen as appro- 
priate to CN’s role as a modern 
business corporation, now too large 
and diversified to be operated as a 
centralized entity. The changes being 
implemented are designed to provide 
the Corporation with the flexibility 

to adapt to changing market demands 
and financial conditions. The changes 
should also make it possible for CN 


to play a more effective role in the 
implementation of national transpor- 
tation policies and programs, includ- 
ing the rail passenger program made 
public in February 1976, In the 
economic and political climate of 
today, a role for CN as a profit-seeking 
business corporation is by no means 
incompatible with the acknowledged 
public service responsibilities of the 
Company. Indeed business efficiency 
enhances CN’s ability to supply any 
public service required of it fully and 
well and as economically as possible. 


Top efficiency in all operations and 


more economies will certainly be 


necessary if CN is to cope wi 
ifficult conditions which are foreseen 


in the immediate future. Economists _ 
have been predicting recovery during 
1976 from the economic recession 
and inflation that have prevailed since 
early in 1974. The recovery is, how- 
ever, proceeding at a slow and 
uncertain pace. Under these condi- 
tions, it will be necessary for CN to 
continue to reduce costs, increase 
productivity and generate more reve- 
nues, while giving full support to the 
anti-inflation program. 


In the same context it will be important 
for CN to seek full compensation 

from the appropriate governments 
and government agencies for services 
which cannot provide a commercial 
return but are required in the public 
interest. 


Mr. Yves Pratte resigned from the 
Board on Dec. 1, 1975. On Jan. 1, 
1976 Mr. R, A. Bandeen, president 
and chief executive officer of CN, was 
appointed a director. 


An audit committee was set up during 
1975 by the Board of Directors to 
help the Board in the discharge of its 
responsibilities. 


The past year has been a busy one 

in which new directions have been set 
for the Company, new tasks under- 
taken and some difficult decisions 
made, While the financial results 

have been disappointing, the men and 
women who make up CN have 
combined their knowledge, skill and 
experience in the efficient operation 
of a great transportation and com- 
munications enterprise which makes 
a vital contribution to the strength 

of our nation. The Board of Directors 
of CN acknowledges this effort and 
thanks everybody responsible for it. 


Pierre Taschereau, Q.C. 
Chairman 


Aran 


R.A, Bandeen, Ph.D. - 
President and Chief Executive Officer 


March 31, 1976. 


Review of the Year 


General 


Canadian National served Canada 
well, and on an enormous scale, at 
home and internationally during the 
difficult year just past. 


The overall financial result must be 
described as unsatisfactory and 
unrewarding. Nevertheless, the Com- 
pany performed efficiently its main 
task and the one most important to the 
nation — the transportation in vast 
quantities of the goods that Canada 
exports and imports, as well as the 
increasing volume and variety of the 
goods produced and distributed 
within the country. About 108 million 
tons of revenue carload freight were 
carried in the railway operations of 
CN during the year. This was down 
8.7% from the record volume carried 
the previous year. But the movement 
of this quantity of carload freight 
represents an impressive achievement 
and a substantial contribution to the 
economic strength of the nation. 


The Company also continued to pro- 
vide good rail passenger service to 
millions of Canadians; to develop 
intermodal, express and trucking 
services in accordance with market 
demands; to expand its nation-wide 
and international telecommunications 
services; and to be active in hotels, 
real estate, international consulting 
and a variety of other useful and 
revenue-producing activities. 


Financial Results 


The deficit at Dec. 31, 1975 amounted 
to $16.4 million — lower than the 
deficit at Dec. 31, 1974 of $37.7 mil- 
lion. Included in the deficit determina- 
tion was a payment under the Railway 
Act received in the current year 
applicable to the prior year of $151.7 
million. The exclusion of this payment 
resulted in a deficit for the year of 
$168.1 million. 


The main reason for the unsatisfac- 
tory result was the effect on the railway 
freight operations of CN of the difficult 


and unusual economic conditions 
which prevailed throughout 1975. 


As a consequence of the economic 
recession, railway traffic volume 
reversed the pattern of recent years, 
falling below the 1974 level and 
significantly short of the modest 
increase expected. At the same time 
inflation continued to increase the 
cost of railway operations. 


Freight rate increases and significant 
improvements in productivity did 
something to compensate for the 
decline in volume, the cost inflation 
and the effect of the previously im- 
posed freight rate freeze, but fell far 
short of fully offsetting them. As a 
result, rail operations in Canada — 
which largely determine the outcome 
, for Company operations as a whole — 
showed a substantial financial loss 

inh 75. 


Telecommunications, on the other 
hand, showed improvement, largely 
as a result of the capital investment 
made in recent years and of continued 
demand. 


Net returns in other sectors fell off from 
1974, except in trucking where the 
higher net income was largely the 
result of certain property sales. 


Total interest charges for the System 
were up substantially. Net interest on 
the long-term debt of the System 
amounted to $96.5 million, an increase 
of $6.8 million over 1974. Interest on 
short-term loans needed to finance 
current operations and capital expen- 
diture during the year was $14.4 
million, an increase of $6.6 million. 


The government responded favour- 
ably in 1975 to CN’s request that 
payments due to the Company under 
the Railway Act should be made 

on a current basis. Previously pay- 
ments in respect of one year were not 
received until the following year or 
later and were taken into account 

ona cash basis as part of the revenues 


for the year in which they were 
received. 


For 1975 these payments have been 
accounted for on an accrual basis. 
The relevant payment under the 
Railway Act for the year 1974 ($151.7 
million) was excluded from revenues 
for 1975 and is shown as a separate 
item in the Consolidated Statement of 
Income and Deficit. 


Six Sectors 


As in previous years, the financial 
results for 1975 are presented under 
six sectors which do not fully corre- 
spond with the new structure effective 
in 1976. Canadian Rail in this report 
includes Canadian carload freight 
operations, Canadian intermodal ser- 
vices, Canadian express services and 
Canadian passenger services. 


The results of operations for 1975 and 
1974 of the main revenue-generating 
sectors of CN are presented ona 
comparable basis in the following 
summary: 


Canadian Rail 


The year began with rail freight rates 
abnormally depressed as a result of 
what had been, in effect, a 36-month 
general rate freeze. Planned increases 
designed to bring Canadian freight 
rates to economically realistic levels 
went into effect at the beginning of 
the year but were almost immediately 
cut back by the Canadian Transport 
Commission. An appeal by the rail- 
ways to the courts was upheld and the 
Original rate increases were restored, 
but not before Canadian Rail lost 
significant revenues. 


The economic recession reversed the 
pattern of steady increase in work- 
load, as measured by revenue ton 
miles, which has marked recent years. 
In 1975 Canadian Rail recorded a 
decline of 3.3% in carload revenue 
ton miles, a decline which significantly 
affected earning capacity. 


An illegal strike by CN locomotive 
engineers early in the year and strikes 
in other industries across the country, 


1975 1974 
Canadian Rail $ (92.5) $12.6 
Grand Trunk Corporation ; SS) fal 
Telecommunications 22.8 1822 
Hotels 3.6 4.4 
Trucking Companies 6.6 4.4 
Other Net Income (1.2) 1341 
Net Income (Loss) before 
Interest on Debt (S72) 59.8 
Total Interest Charges 110.9 97.5 
Deficit for the Year 168.1 Sisk 
Payments under the Railway Act received 
in the current year applicable to prior year Tone/. — 
Deficit $16.4 $37.7 


© 


notably in forest products, also 
reduced the earning capacity of 
Canadian Rail. 


Additional railway operating revenues 
of $73.1 million were generated in 
Canada, mainly through higher freight 
rates, but this increase fell far short 


of the inflated costs of doing business. 


Notwithstanding manpower reduc- 
tions that had reached 7.3% by year- 
end, payroll costs for Canadian Rail 
increased by $116.9 million as the 
result of wage increases and the cost 
of pensions increased by $13.6 
million. 


Materials and supplies for Canadian 
Rail operations cost an additional 
$92 million in 1975. 


The following table compares the 
results of railway operations for 1974 
and 1975: 


Carload freight services revenues in 
1975 totalled $1 069.3 million, an 
increase of $19.2 million over 1974. 
The 1974 figure includes $71.6 million 
received as compensation for the 
freight rate freeze. 


The revenue increase in 1975 was due 
mainly to freight rate increases made 
when the freeze was lifted at the end 
of 1974. No special compensation was 
received for the estimated $42.0 mil- 
lion in lost revenues which the freeze 
cost Canadian Rail in 1975. 


In the face of the decline in workload 
during 1975 vigorous measures were 
taken to reduce the operating and 
maintenance cost of Canadian Rail. 
Locomotives and freight cars were 
taken out of service and stored and 
more efficient use was made of the 


1975 1974 
Railway Operating Revenues $1°555:5 $1 482.4 
Railway Operating Expenses 1 648.0 1 469.8 
Net Railway Operating Income (Loss) Som(92.5)) $126 
The distribution of railway operating 
revenues and a comparison with 1974 
are given in the following table: USE 1974 
Carload Freight Services $1 069.3 Sy hes 
Special Compensation: Rate Freeze — 71.6 
$1 069.3 $1 05071 
Intermodal Services 126.2 ileitssat/ 
Express Services 114.4 104.3 
Passenger Services (how 78.6 
All Other Services esl Gz 
Payments under the Railway Act 159.7. 124.5 
$1 55o15 $1 482.4 
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equipment in service. Reductions in 
maintenance work commensurate 
with the lower volume of traffic were 
achieved. As noted above there was 
a progressive reduction in adminis- 
trative and operating staff during the 
year. 


The phased manpower reductions, 
combined with the storage of excess 
equipment and reduced maintenance, 
achieved a significant improvement in 
operating performance. In terms of 
gross train load — the weight of goods 
carried in each train — productivity 
has been increasing steadily in recent 
years and, as shown by Chart No. 1 

on the opposite page, there was 

a record-breaking performance in 
1975. The same pattern of improve- 
ment in productivity is demonstrated 
by Chart 2 showing gross ton miles 

per freight train hour and by the line 
on Chart 3 showing gross ton miles 
per employee. 


Despite the improved performance, 
the operating expenses of Canadian 
Rail increased by $178.2 million or 
12.1%, over 1974. The increase 
resulted almost entirely from inflation. 
Excluding the inflation factor in wage, 
material and other costs, transpor- 
tation and maintenance expenses in 
constant dollars decreased by 

$52.8 million. 


The pattern of freight traffic carried 
during the year reflected changes in 
world demand for some of Canada’s 
major exports as well as the economic 
recession and some labour problems. 
There were volume gains in exports 
related to energy — coal, fuel oil and 
petroleum-based goods. Coal move- 
ments were up about 37.1% over 
1974, reflecting increased shipments 
to Japan. Grain traffic was hampered 
early in the year by a six-week grain- 
handlers strike but gained strength in 
the latter months, for a year over year 
increase of 4.7%. A sharp decline in 
carryings of forest products reflected 
prolonged strikes in the industry as 
well as poor market demand. Ton- 
nages of sulphur were off by 17.1% 


1. Gross Train Load — 
base year 1966 


2. Gross Ton Miles Per 
Freight Train Hour — thousands 


3. Employees and Wage Cost — 
base year 1966 
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and potash by 19.1% in reflection of 
a drop in world fertilizer demand. In 
iron and steel products, a traffic 
category related very directly to 
swings in the economy, tonnages 
fell by 27.4%. 


Intermodal Services. Despite slower 
economic conditions CN’s intermodal 
transportation package continued to 
appeal to customers, Intermodal Ser- 
vices revenues increased by 6.3% to 
$126.2 million. This resulted from an 
increase in the longer-distance pool 
car traffic and some rate action. There 
was a drop in import/export container 
revenues of 4.3% mainly because of 
world economic conditions unfavour- 
able to this traffic. 


Express Services revenues of $114.4 
million were up 9.7% over 1974. The 
introduction of a minimum charge per 
piece brought about a much improved 
traffic mix. This allowed for signifi- 
cant productivity gains leading to im- 
provement in the net contribution of 
express services. Short term revenue 
gains were experienced during the 
postal strike and a strike of Quebec 
truckers. Because of the operating 
economies achieved during the year, 
this extra business was handled with- 
out major impact on expenses. 


Passenger Services carried 9.9 mil- 
lion passengers, including commuters, 
in 1975 compared with 11.6 million 

in 1974 — a drop of 14.7%. The 
general economic slowdown con- 
tributed to the decline in traffic but the 
number of passengers carried remains 
relatively high, illustrating the fact 

that the railway remains an important 
passenger transport mode in modern 
Canada. Total revenues of $78.2 
million were only 0.5% below 1974, 
when revenues were the highest since 
1967, but fell far short of the costs 

of providing the services. 


Over the past several years CN has 
worked with the ministry of transport, 
CP Rail and other interested parties in 
developing proposals to improve the 
rail passenger system in Canada, The 


i2Z 


rail passenger policies recently an- 
nounced by the minister of transport 
incorporate some of the proposals 
developed through these joint efforts 
and generally appear to be a rational 
approach to the problems of providing 
adequate and economic rail passen- 
ger service in Canada today. It is to be 
hoped that identification by the Cana- 
dian Transport Commission of those 
rail routes for which definite need 
exists will proceed quickly. 


Through CN’s passenger marketing 
department and Canalog Logistics 
Ltd.,a consulting subsidiary of CN, stu- 
dies have already begun on improved 
high-speed rail passenger demonstra- 
tion services connecting Quebec City 
and Montreal, and Toronto through to 
Windsor. Also under study is a pos- 
sible Montreal-Quebec City demon- 
stration route which would probably 
involve the co-operation of CN and 

CP Rail. 


In addition, CN and CP Rail are en- 
gaged in preliminary studies of the 
possibilities of sharing ticketing of- 
fices, equipment and other facilities 
in jointly operated passenger termi- 
nals in major centres across the 
country. 


An important objective of such pro- 
jects is the development of economi- 
cally viable rail passenger services 
which would produce savings for the 
Canadian taxpayer by reducing the 
need for government subsidies to the 
railways. 


A major handicap to CN’s efforts to 
provide good passenger service now, 
and to plan for future improvements, 
is an increasingly serious shortage of 
modern equipment in service or on 
order, As of Jan. 1, 1976 CN had 

a total of 783 passenger cars (includ- 
ing three nine-car Turbo sets) in ser- 
viceable condition, a decline of 106 
from Jan. 1, 1970. Retirement of 

old, unserviceable cars must continue 
and the fleet will be down to about 700 
cars at the end of 1976. Of the cars 
now in service only 10% are less than 


20 years old. Of the remainder 68% 
are between 21 and 30 years old, 8% 
are between 31 and 39 years old and 
14% are 40 years or older. 


The capital expenditures needed to 
give the Company an adequate supply 
of modern rail passenger equipment 
obviously cannot be made by CN ona 
commercial basis and at year-end no 
new passenger equipment was on 
order. However, discussions were 
going on in regard to the acquisition 
of new equipment within the context 
of the rail passenger program recently 
announced by the federal government. 


Capital Expenditures by Canadian 
Rail in 1975 totalled $363.8 million 
compared with $211.9 the previous 
year. The total included expenditure 
of $135.7 milion for rolling stock 
ordered in previous years and deliv- 
ered during 1975. 


A total of 3,838 freight cars was deliv- 
ered to Canadian Rail in 1975. Of 
these 2,709 were purchased and 1,129 
were leased. This was exclusive of 
672 covered hoppers for the carriage 
of grain which were provided by the 
federal government. A total of 140 
new locomotives was added to the 
fleet of which 103 were purchased and 
37 leased. 


Capital expenditures also included 
$185.2 million for improvements to 
track and other railway facilities, 
mainly to take care of the increasing 
traffic in Western Canada. Expenditure 
on road property included $62.5 mil- 
lion for the laying of 658 miles of new 
rail: $23.8 million for tie and ballasting 
programs; $8.4 million for double- 
tracking the main line between Win- 
nipeg and Portage la Prairie; $1.3 mil- 
lion for the Edson Subdivision be- 
tween Bissell and Spruce Grove, Alta.; 
$2.7 million for yard expansion at Port 
Mann, B.C.; $1.2 million for improve- 
ment to the Winnipeg diesel shops 
and $3.1 million for new car shops at 
Melville, Sask. 


Payments to Canadian Rail under the 
Railway Act included compensation 
of up to 80% for losses on passenger 
services, subsidies for the operation 
of uneconomic branch lines and “‘At 
and East’’ grain rate payments related 
to export grain movements. 


The total of such payments included 
in railway operating revenues in 1975 
was $159.7 million, an increase of 
$35.2 million or 28.3%. Payments of 
$151.7 million applicable to the pre- 
vious year were excluded from current 
revenues. The breakdown of these 
payments is shown in the following 


Payments for 


prior year, 
table: Included in not included in included in 
1975 Railway 1975 Railway 1974 Railway 
Operating Operating Operating 
Revenues Revenues Revenues 
Passenger $122.6 Sit3.0 $ 94.4 
Branch Lines 32.9 41.3 34.1 
At and East Grain 42 4.3 4.0 
Normal Payments 
Prior Year (6.9) (14.9) 
Current Year 6.9 
$159.7 Sit? $124.5 


The number of employees on Cana- 
dian Rail averaged 67 287, a decrease 
of 1 459 or 2.1% from the 1974 aver- 
age of 68 746. The count in December 
1975 showed a decrease of 7.3% 
compared with December 1974, illus- 
trating the progressive nature of staff 
reductions in reflection of the de- 
creased workload. In addition over- 
time worked was cut by 25%. 


The average annual wage per em- 
ployee in 1975 was $13 778, an 
increase of $1 295 or 10.4%. 


Grand Trunk Corporation 


The Grand Trunk Corporation sector 
includes the results of three railway 
subsidiaries: the Grand Trunk Western 
Railroad Company, the Central Ver- 
mont Railway, Inc. and the Duluth, 
Winnipeg and Pacific Railway Com- 
pany. The following table gives the 
operating highlights of the Grand 
Trunk Corporation for 1975 and 1974: 


Of the $3.6 million difference between 
net income in 1974 and 1975, $1.2 
million is a charge in respect of 1973 
and 1974 for the deferred tax liability 
of the Detroit and Toledo Shore Line 
Railroad Company which is 50% 
owned by the Grand Trunk Western. 


Capital expenditures in 1975 amount- 
ed to $11.3 million compared with 
$11.1 million in 1974. 


1975 1974 
Railway Operating Revenues $145.9 $141.2 
Railway Operating Expenses 144.7 137-0 
Net Railway Operating Income a 4.2 
Other Income 2.3 aS 
Net Income > 3.0 oye hea 
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Telecommunications 


Net income from services provided by 
CN’s Telecommunications Depart- 
ment amounted to $22.8 million, an 
increase of $4.6 million over the 
previous year. 


The following table shows the operat- 


ing results for 1975 and 1974: 1975 1974 
Revenues $115.3 $102.0 
Expenses 93.3 84.1 
Net Operating Income 22.0 17.9 
Other Income 0.8 0.3 
Net Income $ 22.8 $ 18.2 


Despite the downturn in the economy, 
demand for telecommunications ser- 
vices increased and expansion of 
physical plant continued. Capital ex- 
penditures totalled $42.2 million of 
which about 81% represented expan- 
sion of facilities. Included were $10.1 
million for expansion of radio and mi- 
crowave facilities; $12.7 million for 
the expansion of the telephone plant, 
of which $4.7 million was for the new 
computer-controlled long-distance 
switching exchange at Gander, Nfld.; 
and $8.2 million for the purchase of 
teletype, data and telex exchanges. 


The Canadian Transport Commission 
approved an application by CNT to 
increase telephone tariffs for northern 
British Columbia, the Yukon and 
Northwest Territories in 1975. The 
CTC also approved higher Telex 
equipment charges and increases in 
Telex toll rates. 


Hotels 


Hotel operations for 1975 produced 
net income of $3.6 million before 
interest, a decrease of $0.8 million 
compared with 1974. 


The following table shows the net 
income from CN-operated hotels and 
hotels operated for CN by Hilton of 


Canada in 1974 and 1975. 1975 1974 
CN Operated Revenues $31.2 $29.4 
Expenses 30.3 28.6 
Net Income $ 0.9 $ 0.8 
Hilton Operated Revenues $46.8 $44.3 
Expenses 44.1 40.7 
Net Income $ 2.7 $ 3.6 
Total Net Income $ 3.6 $ 4.4 


The improvement in net income from 
CN-operated hotels resulted mainly 
from control of expenses and from 
room rate and menu price increases. 


Net return from the Hilton-operated 
Hotel Vancouver was $0.2 million, 
$0.4 million lower than in 1974. The 


return from The Hilton-operated Queen 
Elizabeth was $2.6 million, $0.4 mil- 
lion lower than in 1974, The return 
from Place Ville Marie Restaurants 
was $0.1 million lower than 1974. 


Capital expenditures on CN hotels in 
1975 amounted to $4.2 million. 


Trucking Companies 


The 13 separately-operated trucking 
companies owned by CN produced a 
net income before interest of $6.6 mil- 
lion compared to $4.4 million in 1974. 
The increase stemmed largely from 
the sale of certain Toronto properties, 
included in other income in the table 
below: 


Marine and Ferry Services. As these 
payments represent reimbursement to 
CN for the losses incurred in the ser- 


vices they have no effect on net income. 


Revenue from passenger and freight 
carried in 1975 amounted to $16.1 
million compared with $14.0 million in 


1975 1974 
Revenues $68.9 $68.0 
Expenses 65.6 64.2 
Net Operating Profit 3.3 3.8 
Other Income 3:3 0.6 
Net Income $ 6.6 $ 4.4 


The adverse economic climate of 
1975 is reflected ina 12.2% drop in 
tonnage and the decline in the oper- 
ating profit shown above. 


Capital expenditures during the year 
amounted to $7.1 million, including 
$4.1 million for equipment replace- 
ment. 


Other Net Income 


The elements making up Other Net 
Income produced a deficit of $1.2 
million in 1975 compared with a sur- 
plus of $13.1 million in 1974. 


Factors which contributed to the 
$14.3 million worsening included 
reduced land sales, termination of the 


A A NE oer 


operati N Steamshi 
and di ruise ship Prince 


George, reduction in interest income 
and a reduction in equity income from 
jointly operated companies. 


Partially offsetting these losses was 
an increase in the profit on U.S. cur- 
rency transactions. 


Also included in this sector are the 
revenues, expenses and payments 
received from the federal government 
for the operation of the East Coast 


1974. Payments from government 
amounted to $95.1 million in 1975 
and $88.4 million in 1974. The follow- 
ing statement shows the results of 
these operations for 1975 and 1974. 


1975 1974 
Revenues $ 16.1 $ 14.0 
Government Payments 95.1 88.4 
Total income Sal tite $102.4 
Total expenses Sitdc2 $102.4 


Capital expenditures jn the Other Net 
Income sector amounted to $31.9 mil- 
lion compared with $12.9 million in 
1974. These included $19.9 million on 
CN Tower and $12.0 million for the 
purchase of an 18% interest in Euro- 
canadian Shipholdings Limited and 
Intercast SA. 


CANAC Consultants Ltd., a CN sub- 
sidiary which markets the expertise 
of CN and Air Canada, had project 
teams and individual advisors ona 
variety of assignments in many parts 
of the world during 1975 and earned 
a profit for the Company. 


The Zambia Railways Management 
Project, one of the first major projects 
undertaken by CN’s international con- 
sulting arm, was successfully con- 
cluded in 1975. CANAC will continue 
to work in Zambia under a new agree- 
ment with the Canadian International 
Development Agency. 


15 


New CANAC projects launched during 
the year included provision of a study 
team to examine decentralization of 
the East African Railways Corporation; 
a 23-man project team to do a com- 
prehensive study of the Brazil Federal 
Railways and, in Canada, a new pro- 
ject for the Quebec Cartier Mining 
Company. Other projects were under 
way or completed during the year in 
Brazil, Guinea, Jamaica, Bangladesh, 
the Leeward Islands, Tanzania and 
New Guinea. 


A master agreement, covering the 
provision by CANAC of technical as- 
sistance to the Canadian International 
Development Agency, came into force 
during the year. This umbrella agree- 
ment is for one year, renewable fora 
maximum of five years. 


Real Estate activities of the Company 
continued to be profitable and to 
stress well planned and responsible 
development of urban property. 


In Montreal, consultants have been 
engaged to produce feasibility studies 
for the development of the area in and 
around the Bonaventure Freight Yards 
and around Central Station in the 
downtown core of the city. The analy- 
sis will seek the land use options 
which are best suited to the city’s 
evolution while maximizing returns to 
CN. 


A land use study involving develop- 
ment of more than 100 acres in Ste. 
Foy, Quebec, including a rail passen- 
ger terminal and other rail facilities, 
was completed. Negotiations for the 
development of more than five acres 
of harbour property in Cobourg, Ont., 
are under way. Studies and negotia- 
tions are continuing in Winnipeg and 
Edmonton towards the redevelopment 
of downtown rail yards into modern 
commercial centres. 


Commission Inquiries 


CN was active during the year in the 
support of the Hall and Snavely com- 
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missions engaged in examining grain 
transportation facilities and costs. The 
President made a public presentation 
of CN’s point of view at the opening 
session of the Hall Commission and 
the Company has prepared and pre- 
sented data to the Snavely Commis- 
sion to help establish the full railway 
costs of transporting grain from the 
Prairie Provinces to export terminals. 


CN also continued to assist the minis- 
try of transport in the current review 
of national transportation policies that 
could affect the grain transportation 
system, branch line operations, 
Crowsnest Pass rates, regional devel- 
opment programs and passenger 
train operations. 


CN’s People 


The number of employees of the CN 
System averaged 82 256 compared 
with 84 246 in 1974. Average annual 
wage per employee was $13 776 com- 
pared with $12 413 the previous year. 
These figures are based ona new 
method of establishing the employee 
count which became effective Jan. 1, 
1975 and which is more directly re- 
lated to hours worked than the method 
previously used. 


Significant progress was made during 
1975 ona program designed to assure 
equality and opportunity for women 

in CN’s work force. A series of 58 
one-day seminars was held to make 
supervisors across the System aware 
of the potential and aspirations of 
women employees. Two-day seminars 
for women employees were begun 
and nine had been held at Head- 
quarters and one in Winnipeg at year- 
end. The number of women employed 
by Canadian Rail increased by 7.7% 
(from 3 335 to 3 593) during the year. 
The number of women in management 
ranks rose from 135 to 168. This was 

a significant increase in percentage 
(24%) but it is recognized that the 
number of women in management 
ranks Is still too low. 


CN’s suggestion program continues 
to draw support and produce encour- 
aging results. In 1975, the highest 
suggestion award to date, $8 900, was 
paid to two employees in Pointe St. 
Charles Main Shops in Montreal, Their 
proposal relating to a method of 
repairing commutators in CN shops 
will produce annual net savings in the 
order of $36 000. 


During the year there was accelerated 
activity in the field of accident preven- 
tion and safety. Computerized pro- 
grams indicating trends in accidents 
and identifying specific locations and 
other factors have been developed. 
Improvement targets are set and re- 
viewed at regular intervals. A super- 
visory training program with strong 
emphasis on accident prevention has 
been developed and classes were 
held across the System. These pro- 
grams and other action produced a 
significant improvement in the accident 
rate during 1975. This is reflected in 

a decline in trainaccidents per million 
gross ton miles from 10.07 in 1974 to 
7.06 in 1975, a drop of 29.9%. 


Labour Relations 


Contracts with the Associated Rail- 
way Unions representing 36 878 Non- 
Operating employees, 9 383 Trainmen 
and Firemen and 12 883 Federated 
Shopcraft employees, terminated De- 
cember 31, 1975. Demands for revi- 
sions of contracts were served by the 
Unions and by the Companies during 
October. 


The major demands submitted by the 
Unions were for increased wages, 
incorporation of cost of living clause 
in the agreements, job security, 
pensions, sick leave, vacations and 
health and welfare improvements. 


The proposals submitted by the 
Companies were, in addition to rule 
changes, a more effective method of 
handling additional and regional 
demands. 


At year-end negotiations were pro- 
ceeding with the Associated Railway 
Unions and with the 3 087 members 
of the Brotherhood of Locomotive 
Engineers who were not part of the 
Associated Railway Unions group. 
Negotiations were dependent on and 
affected by the interpretation and ap- 
plication of the Anti-Inflation Act and 
the regulations thereunder. 


Collective agreements were con- 
cluded with various employee groups 
in Hotels, Marine and Waterfront 
Services and the Railway Police 
Association. 


Pension Matters 


System pension costs in 1975 were 
$109.2 million, compared with $94.4 
million in 1974. 


Effective Jan. 1, 1975, pensioners 
who retired under the 1959 or 1935 
Pension Plans, on or before Dec. 

31, 1972, and widows or widowers of 
these pensioners, had their pensions 
escalated by flat rates ranging from 
$7.00 to $12.00 a month for pension- 
ers and from $3.50 to $6.00 a month 
for Survivors. 


Hearings of the Industrial Inquiry Com- 
mission set up by the federal minister 
of labour to look into railway pension 
plans continued through the year. At 
the end of 1975 the commissioner 
had not as yet submitted his report to 
the minister. 


Effective Jan. 1, 1975, the pension 
benefit rates were improved so as to 
raise the percentage of earnings used 
to calculate the pension from 1.5% 

to 2.0% for the years 1935 to 1955. 


Exclusive of benefit payments under 
the Canada (and Quebec) Pension 
Plans, and those made under the U.S. 
Railroad Retirement Act, there was 
paid to pensioners and beneficiaries, 
under the various CN pension ar- 
rangements, a total of $101.3 million in 
1975, and 39 120 individuals were 


receiving such payments at the end 
of the year. 


Effective Jan. 1, 1975, a separate 
pension plan (the U.S. 1975 Pension 
Plan) was established for non-sched- 
ule employees in the United States. 
The plan covers all non-schedule 
employees of Grand Trunk Western 
Railroad, Central Vermont Railway, 
Duluth Winnipeg and Pacific Railway, 
New England lines, and CN off-line 
sales agencies. 


As required by U.S. law the U.S. 

1975 Pension Plan has its own 
trustees, a pension plan administrator, 
an investment committee, and a pen- 
sion board, all based in Detroit. 
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Companies included in the Consolidated Financial Statements 
of the Canadian National Railway System 


Consolidated Companies The Great North Western Telegraph 
Company of Canada 
Canac Consultants Limited Hoar Transport Company Limited 
Canac Distribution Limited Husband International Transport 
**The Canada and Gulf Terminal (Ontario) Limited 

Railway Company Husband Transport Limited 
Canadian National Express Company Husband Transport (Quebec) Limited 
Canadian National Hotels Midland Superior Express Limited 

(Moncton) Ltd. The Minnesota and Manitoba 
Canadian National Land Railroad Company 

Settlement Association The Minnesota and Ontario Bridge Company 
Canadian National Railway Company Mount Royal Tunnel and Terminal 
The Canadian National Railways Company, Limited 

Securities Trust The Northern Consolidated Holding 
Canadian National Realties, Limited Company Limited 
Canadian National Steamship Provincial Tankers Limited 

Company, Limited The Quebec and Lake St. John 
Canadian National Telegraph Railway Company 

Company Royal Transportation Limited 
Canadian National Transfer Company Swan River—The Pas Transfer Ltd. 
Canadian National Transportation, The Toronto—Peterborough Transport 

Limited Company Limited 
The Canadian Northern Quebec The Transcontinental Townsite 

Railway Company Company Limited 


Canalog Logistics Limited 
Canat Limited 


ermont Railway, Inc. 


***Central Vermont Transportation 
Company Jointly Operated and Other 
**Chalut Transport (1974) Inc. Companies in which the System 


Chapman Transport Limited has Investments 


CN (France) S.A. 
CN ae aoe *Airline Maintenance Buildings Limited 


*Allied Innkeepers (Bermuda) Limited 
Autoport Limited 
The Belt Railway Company of Chicago 
Chicago & Western Indiana 
Railroad Company 
Computer Sciences Canada, Ltd. 


**Cronin Transport Limited 
Domestic Two Leasing Corporation 
Domestic Three Leasing Corporation 
Domestic Four Leasing Corporation 
Duluth, Rainy Lake & Winnipeg 


me es CONSENT oe The Detroit & Toledo Shore Line 
Duluth, Winni egandPacific_ DD Railroad Company 
Railroad Company 4 Detroit Terminal Railroad Company 
eye NO Dea anise **Eurocanadian Shipholdings Limited 
DEON Halterm Limited 
Eastern Transport Limited **Intercast SA ° 
Empire Freightways Limited *Matac Cargo Limited 
Grand Trunk Corporation Metro Centre Developments Limited 
~ Grand Trunk Land Development Northern Alberta Railways Company *Owned on behalf of Air Canada 
Corporation The Public Markets, Limited ** Acquired in 1975 
Grand Trunk Leasing Corporation The Shawinigan Falls Terminal ***Charter surrendered in 1975 
Grand Trunk — Milwaukee Car Ferry Railway Company 
Company Telesat Canada In addition, the property of the 
: Grand Trunk Radio Communications, The Toronto Terminals Canadian Government Railways 
BSN Inc. Railway Company is entrusted to the 
—* Grand Trunk Western *Touram Limited Canadian National Railway Company 


"Railroad Company — *Venturex Limited as part of the System. 
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Consolidated Balance Sheet as at December 31 


1975 1974 
Assets (in thousands) 

Current Assets Cash $725,300 $  A0Br 
Accounts receivable 236 664 229 062 
Material and supplies 184 818 134 079 
Other current assets 106 166 122 423 
550 954 489 601 
Insurance Fund 13:52 11 448 
Investments Air Canada 382 819 382 819 
Jointly operated companies 54°925 58 921 

Other companies 12 000 — 
449 744 441 740 
Property Road 3 574 159 3 370 891 
Investment Equipment 1716021 1612 108 
Other physical properties 228 024 209 428 
5 518 204 5 192 427 
Less recorded depreciation 1 630 678 1 547afaa 
3 887 526 3 644 706 
Other Assets Unamortized discount on long term debt 5 023 5 899 
and Deferred Other assets 13-5211 9 234 
Charges Deferred charges 32 198 36 496 
50 742 51-629 
$4 952 538 $4 639 124 


Auditors’ Report 

To The Honourable The Minister of 
Transport, 

Ottawa, Canada. 
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We have examined the consolidated 
balance sheet of the Canadian Na- 
tional Railway System as at December 
31, 1975 and the consolidated state- 
ments of income and deficit and 
changes in financial position for the 
year then ended. Our examination 
included a general review of the ac- 
counting procedures and such tests 
of accounting records and other sup- 


porting evidence as we considered 
necessary in the circumstances. 


In our opinion, except that deprecia- 
tion was not recorded in earlier years 
as referred to in Note 1, these con- 
solidated financial statements are 
properly drawn up So as to give a true 
and fair view of the state of affairs of 
the System as at December 31, 1975 


1979 1974 


Liabilities (in thousands) 
Current Bank and other loans payable $ 161 264 $ 128 000 
Liabilities Accounts payable 214195 205 405 
Accrued charges ey O20 O20 
Other current liabilities 52 001 41 928 
554 980 495 056 
Provision for 
Insurance 13: 542 11 448 
Other 
Liabilities 
and Deferred 
Credits 83 911 74 899 
Long Term Bonds (AE 584 912 598 253 
Debt Government of Canada loans oS ‘) | Le 1 438 071 E292,573 
Other 48 141 — 
2071 124 1 890 826 


Shareholders’ Equity 


Government 6 000 000 shares of no par value capital stock 
of Canada of Canadian National Railway Company 359 963 359 963 
1 436 246 153 shares of 4% preferred stock 
of Canadian National Railway Company 1 436 246 1 374 190 
Capital investment of Government of Canada in 
the Canadian Government Railways 428 397 428 397 
2 224 606 2 162 550 
Capital Stock 
of Subsidiary 
Companies 
Owned by 
Public 4 345 4 345 
2 228 951 2 166 895 
$4 952 538 $4 639 124 
and the results of its operations and Also, in our opinion, proper books of S. D. H. Thomas, 
the changes in its financial position account have been kept and the Comptroller. 
for the year then ended, in accordance transactions that have come to our 
with generally accepted accounting notice have been within the powers 
principles which, except for the of the System. 
change to the accrual method of ac- 
counting for payments under the Rail- Coopers & Lybrand, 
way Act referred to in Note 5, have Chartered Accountants. 
been applied on a basis consistent 
with that of the preceding year. March 1, 1976. 
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Notes to Consolidated Financial Statements 


NOTE 1: Summary of Significant 
Accounting Policies 


Principles of Consolidation 

The consolidated financial statements 
of Canadian National (CN) include 
the accounts of all subsidiaries except 
Air Canada which reports directly to 
the Minister of Transport and pub- 
lishes a separate annual report. CN’s 
investment in Air Canada is carried at 
cost. 


Investments in jointly operated com- 
panies in which CN has less than a 
majority interest are accounted for by 
the equity method where appropriate. 


Material and Supplies 

The inventory has been priced at laid 
down cost based on weighted aver- 
age cost for ties, rails and fuel, latest 
invoice price for new materials in 
stores, and at estimated utility or sales 
value for usable second hand, obso- 
lete and scrap materials. 


Insurance Fund 

The company is self-insured for var- 
ious risks, maintaining a separately 
invested fund, The provision for in- 
surance represents the estimated 
amount of self-insured losses to be 
adjusted. 


Property 

Accounting for railway and telecom- 
munications property is carried out in 
accordance with rules issued by the 
Canadian Transport Commission (Ca- 
nadian property) and the Interstate 
Commerce Commission (U.S. proper- 
ty). Major additions and replacements 
generally are capitalized with the 
exception of the following: 


Labour costs relating to track ma- 
terial replacement are charged to 
expenses in both jurisdictions. 


In the United States, the cost of 
track material replacements in kind 
is recorded as operating expense 
while betterments are capitalized. 
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The cost of depreciable assets retired 
or disposed of, less salvage, is 
charged to accumulated depreciation, 
in accordance with the group plan of 
depreciation. 


Property brought into the System at 

1 January 1923 and not retired is 
included at the values appearing in the 
books of the railways now comprised 
in the System less a contribution from 
the Government of Canada at the time 
of capital revision in 1937. 


Depreciation 

For Canadian properties, depreciation 
accounting was introduced for equip- 
ment in 1940, for hotel properties in 
1954 and for track and road structures 
and all other physical properties ex- 
cept land in 1956. No provision has 
been made for depreciation incurred 
before those dates. 


In the United States, in accordance 


with Interstate Commerce Commission 


rules, ballast, ties, rails and fastenings 
which are subject to replacement ac- 
counting, as described above, are not 
depreciated. With these exceptions, 
depreciation accounting is followed. 


For railway and telecommunications 
properties, depreciation is calculated 
on a straight line basis at rates au- 
thorized by the Canadian Transport 
Commission and the Interstate Com- 
merce Commission, These rates, and 
other rates not subject to regulation, 
are based upon estimated service 
lives and for significant classes of 
assets, are as follows: 


Ties 3.25% 
Rails 1.15% 
Other track material 1.90% 
Ballast 4.00% 
Road locomotives 4.60% 
Freight cars 2.97% 


Commercial communication 
systems 4.12% 
Leases 

Rentals under lease arrangements are 
charged to expense on an accrual 
basis. 


Pensions 

Expenses are charged with payments 
to the various Company pension plans 
as required by regulatory authorities 
to cover both the Company's current 
service cost and the amortization 
including interest of unfunded liabil- 
ities. At31 December 1975, based on 
the latest actuarial reviews, the un- 
funded liabilities to be funded over 
various periods to 2027 amounted to 
$809 020 329. 


Foreign Exchange 

Income is charged or credited with 
exchange differences when currency 
exchanges occur. 


Assets and liabilities in U.S. funds are 
translated into Canadian funds on 
the basis that one Canadian dollar 
equals one U.S. dollar, Sterling and 
other currencies are converted at 
historical rates for property invest- 
ments and long-term debt, and at 
current rates for other items. Had the 
practice followed with respect to 
Sterling and other currencies been 
followed with respect to U.S. funds, 
there would have been no material 
effect on the financial statements. 


NOTE 2: Investments 


The composition of Canadian 
National’s investments is as follows: 1975 1974 
(in thousands) 


Air Canada Capital Stock $ 5000 $ 5000 
Debentures 95 086 95 086 
Advances 282 733 282 133 
$382 819 $382 819 
Short term borrowings from 
Air Canada amounting to 
$76 million are included 
in Bank and other loans 
payable. 
Jointly Operated Chicago & Western Indiana 
Companies Railroad Company $ 8881 $ 8696 
The Detroit & Toledo Shore 
Line Railroad Company 5 347 6 463 
Northern Alberta Railways 
Company 26 580 28 091 
The Toronto Terminals 
Railway Company 9 182 9,235 
Other 4935 6 436 
$ 54 925 $ 58 921 
Other Eurocanadian Shipholdings 
Companies Limited $ 11 900 ee 
Intercast, S.A. 100 So5 
12 000 — 
Total $449 744 $441 740 
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NOTE 3: Long-term Debt 


Outstanding as at 


Currency December 31 
Rate Maturity in which 1975 1974 
% (See Notes) Payable (in thousands) 
Bonds 2%, June15, 1975 Canadian National 
25 Year Bonds US. Pe a $ 6000 
5 May 15,1977 a Canadian National 
18 Year Bonds Canadian 70 885 T2744 
4 Feb. 1,1981 Canadian National 
23 Year Bonds Canadian 300 000 300 000 
5% Jan, 1,1985 a Canadian National 
25 Year Bonds Canadian 82 017 84 032. 
5 Oct. 1,1987 a Canadian National 
27 Year Bonds Canadian 129 987 133 487 
5¥2 Perpetual Buffalo and Lake Huron 
1st Mortgage Bonds Sterling 795 795 
5V¥2 Perpetual Buffalo and Lake Huron 
2nd Mortgage Bonds Sterling 1 228 1 228 
Total Bonds 584 912 598iZ296 
Government Canadian Government Railways: 
of Canada Advances for working capital Canadian 16 984 16 984 
Financing and Guarantee Acts: 
Loans Canadian 264 059 256 046 
Refunding Act, 1955: 
Loans for debt redemption Canadian 1 025 543 1019 543 
Loans for capital expenditures: b Canadian 131 485 Ds 
Total Government of Canada c 1 438 071 1 292 573 
Other Conditional sale agreement d U.S. 48 141 — 
Total Long Term Debt $2 071 124 $1 890 826 
a d 


Amounts of Y2 % may be purchased 
quarterly through Purchase Funds 
operated under the conditions of 
each issue. 


b 

Payable by semi-annual instalments 
of $7.16 million principal and interest 
to August 21, 1995. 


c 

Government of Canada loans under 
Financing and Guarantee Acts and 
the Refunding Act, 1955 have varying 
maturities but have consistently been 
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refinanced at maturity. No change 

in this practice is contemplated and, 
accordingly, these loans are treated 
in the financial statements as long- 
term debt, despite the fact that a 
portion of them falls due within twelve 
months. With respect to other Gov- 
ernment of Canada loans for capital 
expenditures, the principal repayable 
during the ensuing year is reflected 


as a Current liability. 


Effective interest rate on Government 
of Canada loans at December 31, 


1975 was 6.81%. 


Secured by rolling stock, Payable by 
semi-annual principal instalments 

of $1.2 million to January 1, 1981, with 
interest at 9% and the remaining 
principal by semi-annual instalments 
of $1.9 million to January 1, 1991 

with interest at 994%. A further con- 
ditional sale agreement in the amount 
of $50 million U.S. has been entered 
into during 1976. 


NOTE 4: Capital Stock 


a 

The capital stock of the Canadian 
National Railway Company (other 
than the four per cent preferred stock) 
and the capital investment of Her 
Majesty in the Canadian Government 
Railways are included in the net debt 
of Canada and disclosed in the his- 
torical record of government assist- 
ance to railways as shown in the 
Public Accounts of Canada. 


b 

During 1975, purchases by the Gov- 
ernment of Canada of four per cent 
preferred stock of the Company were 
authorized by Appropriation Acts 
Nos, 2 and 3, 1975 and the sale of 

62 055 772 shares of such stock in 
the amount of $62 055 772 in respect 
of the year 1975 was recorded in 

the Company’s accounts. 


NOTE 5: Subsidies 


Payments under the Railway Act 
include amounts paid by the Govern- 
ment of Canada under authority of 
that Act and Appropriation Act No. 4, 
1975 in respect of certain uneconomic 
operations, services and prescribed 
rates (At and East), which railways 
are required by the Railway Act to 
maintain. In prior years, due to uncer- 
tainty as to the amounts which would 
be received, they have been recog- 
nized in the accounts when approved 
for payment. In 1975, the uncertain- 
ties were partially eliminated and 
Appropriation Act No. 4, 1975 was 
enacted, permitting the Government 
to make such payments on a more 
current basis. As a result, CN included 
in revenues payments with respect 

to 1975 losses, in addition to which 
$13.2 million was accrued, and an 
amount of $151.7 million for prior year 
losses was excluded from current 
revenues. 


NOTE 6: Major Commitments 


Rental commitments under railway 
rolling stock lease arrangements for 
varying periods through to 1994 
amount to approximately $821 million. 
Payments under these arrangements 
in 1975 totalled approximately $51 
million. During the year the Company 
entered into a sale, at book value, 

and leaseback over 15 years of railway 
rolling stock acquired in 1974 having 
a value of $34.9 million. 


NOTE 7: Anti-Inflation Act 


The Anti-Inflation Act, effective 
October 14, 1975, provides for the 
restraint of profit margins, prices, 
dividends and compensation. The 
Company is subject to this legislation 
and has no unrecorded or contingent 
liability in that respect. 


NOTE 8: Restatement of 
Comparative Figures 


During 1975, changes were made to 
improve the classification of certain 
items and for comparative purposes 
the related figures for 1974 have been 
restated. 
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Consolidated Statement of Income and Deficit for the Year Ended December 31 


Railway 
Operating 
Revenues 


Railway 
Operating 
Expenses 


Other Income 


Interest Charges 
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——— 
Noes 


1975 1974 
(in thousands) 

Carload freight services $1 214 052 $1 190 362 
Express services 114 419 104 306 
Intermodal services t264vd 118 677 
Passenger services 78 692 79 063 
All other services ATO 75 109 046 
Payments under the Railway Act 159 706 124 531 
Total Railway Operating Revenues 1812615 1 725 985 
Road 299 806 268 683 
Equipment 317 081 282 110 
Transportation 766 426 698 373 
Sales 40 982 37 958 
Miscellaneous operations 135:221 123 185 
General 204 571 182 322 
Taxes 76 045 68 882 
Equipment and joint facility rents 63./72 47 635 
Total Railway Operating Expenses 1 903 904 1 709 148 
Net Railway Operating Income (Loss) (91 289) 16 837 
Net income from: 
Telecommunications department 22 829 18174 
Hotels 3 634 4 400 
Separately operated trucking companies 6 574 4 420 
Other sources 1 OF7 15 943 
Total Other Income 34 114 42 937 
Net Income (Loss) Before Interest on Debt (57 175) 59 774 
Total interest on long-term debt 118 993 H22im 
Less interest received on loans to Air Canada 22 510 22 608 
Net interest on long-term debt 96 483 89 669 
Interest on short-term borrowings 14 458 7 838 
Total Interest Charges 110 941 97 507 
Deficit for the Year 168 116 37 733 
Payments under the Railway Act received in 
the current year applicable to prior year shen meets, — 
Deficit 16368 > $ 37733 


Consolidated Statement of Changes in Financial Position for the Year Ended December 31 


1975 1974 
(in thousands) 
Deficiency of working capital beginning of year $ 5455 $ 17 652 
Funds Provided Deficit for the year (168 116) (375733) 
Add back items not requiring the current outlay of fund 
— depreciation 146 902 136 707 
— equity in net income of companies 
accounted for by equity method 34158 (3 077) 
— other Citi 1 941 
Net funds from (used in) operations (8 885) 97 838 
Payments under the Railway Act received in the current 
year applicable to prior year 151 748 — 
Sale of 4% preferred stock 62 056 139 009 
Government of Canada in respect of deficit 16 368 STi heie 


Government of Canada loans 
— as authorized by CNR Financing and Guarantee Act of 
1941 and 1942, for purchase of unmatured securities of 


Canadian National, as required by conditions of their issue 8013 3 676 
— as authorized by CNR Refunding Act 1955, for payment of 
outstanding securities of Canadian National at maturity 6 000 200 000 
— for capital expenditures 135 000 — 
Long-term financing for purchase of rolling stock 50 541 — 
Sale of rolling stock purchased in 1974 
and leased back in 1975 34 857 — 
Retained proceeds from properties retired 21-530 fal OS ST 
Total funds provided 477 228 499 593 
Funds Used Additions to property investment 444 376 280 151 
Investments in jointly operated and other companies eeaows — 
Purchase of unmatured securities of Canadian National, 
as required by conditions of their issue 7 341 7 245 
Retirement of matured securities of Canadian National 6 000 200 000 
Repayment of Government loan for capital expenditures 764 — 
Current portion of long-term debt SB by — 
Total funds used 475 799 487 396 
Increase in 
Working Capital 1 429 12.197 
Deficiency of working capital end of year $ 4026 $ 5455 
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Pension Trust Funds — 1959 and 1935 Pension Plans — 


Consolidated Statement of Financial Position as at December 31 


Investments 


Bonds — quoted market value 1975 — $290 620; 


1975 


1974 


(in thousands) 


1974 — $281 191 $ 369 671 $ 358.839 
Mortgages and Loans — secured by real estate 312 034 312 042 
Real estate 3hOro 3 877. 
Equities 
— stocks $393 106 
— convertible debentures 11389 
— funds temporarily invested 
pending purchase of stocks 118 639 
Total — quoted market value 1975 — $472 937; 
1974 — $344 903 523 134 445 865 
Short-term investments 32 802 29 583 
21 bi216 ulipu ita) 8) 2.0) 5: 
Cash in banks 165 46 
Accounts Receivable — Canadian National Railways 6 4385 7210 
Accrued interest and other assets 14177 12 609 
1 295 993 1170 OFA 
Amount required from the Company for funding in 
accordance with the Pension Benefits Standards Act, to be 
liquidated by annual payments to September 30, 2027 
Balance, beginning of year 745 482 O2253 
Add increases during year 73 706 55 258 
Deduct — unfunded liability applicable to the 
1975 U.S. Pension Plan (9 892) —- 
— principal payments (14 766) (12 031) 
Balance, end of year 794 530 745 482 
$2 090 523 $1 915 553 


Auditors’ Report 


To the Trustee, 
Canadian National Railways Pension 
Funds. 


We have examined the consolidated 
statement of financial position of the 
Pension Trust Funds — 1959 and 
1935 Pension Plans of Canadian 
National Railways as at December 31, 
1975. Our examination included a 
general review of the accounting pro- 
cedures and such tests of accounting 
records and other supporting evi- 
dence as we considered necessary in 
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the circumstances, The actuarial lia- 
bility for pensions is the subject of a 
separate certificate of independent 
actuaries which accompanies the con- 
solidated statement of financial posi- 
tion, the last actuarial valuation having 
been made as of December 31, 1972. 


In our opinion, based on our examina- 
tion and the actuarial certificate, this 
consolidated financial statement is 
properly drawn up so as to give a true 
and fair view of the state of affairs of 
the Pension Trust Funds as at Decem- 
ber 31, 1975 and the results of their 
operations for the year then ended, in 


accordance with generally accepted 
accounting principles which, except 
for the change to consolidation ac- 
counting referred to in note 1, have 
been applied on a basis consistent 
with that of the preceding year. 


Also, in our opinion, proper books of 
account have been kept and the trans- 
actions that have come under our 
notice have been within the powers 

of the Trustee. 


Coopers & Lybrand, 
Chartered Accountants. 
March 1, 1976. 


Pension Trust Funds — 1959 and 1935 Pension Plans — 
Consolidated Statement of Financial Position as at December 31 


1975 1974 
(in thousands) 
Actuarial Liability Balance, beginning of year $1 915 553 $1 752 100 
for Pensions 
Additions during year 
Increases in liability for pensions resulting from 
— Actuarial valuation as at December 31, 1972 — 31 628 
— Pension plan changes 49 890 — 
— Increases in pensions of existing pensioners 23 816 23 630 
73 706 55 258 
Contributions by employees on account of 
— Current service 49 817 47 469 
— Prior years’ service 6 774 6 409 
56 591 53 878 
Contributions by the Company, 
including principal payments $109 512 
Principal payments applied to 
unfunded liability 14 766 94 746 83 838 
Net earnings on investments 69 728 61 132 
221 065 198 848 
2 210 324 2 006 206 
Deductions during year 
Pensions paid 93 567 84 673 
Refunds on termination of service 4981 5 980 
Reduction in actuarial liability for pensions on 
establishment of the 1975 U.S. Pension Plan $ 22 700 
Less effect of transferring assets 
at market value 1 447 21.253 — 
119 801 90 653 
Balance, end of year $2 090 523 $1 915 553 
Actuarial Certificate ities for pensions then approved and S. D.H. Thomas, 
in force, pensions awaiting approval Comptroller. 


To the Trustee, 
Canadian National Railways Pension 
Funds. 


This is to certify that the liability for 
pensions shown in the consolidated 
statement of financial position of the 
Pension Trust Funds — 1959 and 1935 
Pension Plans of Canadian National 
Railways as at December 31, 1975, 
amounting to $2 090 523 000. in 

my opinion, represented adequate 
provision for the accumulated liabil- 


and pensions accrued to the above 
date in respect of employees then in 
service under the 1959 and 1935 
Plans, excluding pensions granted 
under prior Plans. 


Geoffrey B. White, 
Fellow of the Canadian Institute of 
Actuaries. 


William M. Mercer Limited, 
Montreal, February 26, 1976. 
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Notes to Pension Trust Funds Consolidated Statement of Financial Position 


1. Summary of Significant 
Accounting Policies 


Plans included in Statement 

The Pension Trust Funds Consoli- 
dated Statement of Financial Position 
includes the actuarial liability for pen- 
sions with respect to the 1959 and 
1935 Pension Plans and the related 
investments and unfunded liability. 


Consolidation of Real Estate 
Subsidiaries 


The Pension Trust Funds have invested 
in real estate through the ownership 
of a number of wholly-owned real 
estate companies. Effective January 

1, 1975, the accounts of those com- 
panies have been consolidated with 
the accounts of the Pension Trust 
Funds. As aresult, 1975 net earnings 
on investments include prior years’ 
operating results of the real estate 
companies. Such amount is not signif- 
icant in relation to the 1975 net 
earnings on investments. The compar- 
ative 1974 amounts have not been 
restated. 


Investment Valuation 

a 

Bonds are carried at their amortized 
value, plus deferred amounts arising 
from exchanges made to improve 
yields which are written-off over the 
remaining life of the bonds sold; 


b 
Mortgages and loans are carried at 
outstanding principal balances; 


c 

Real estate consists of land and 
buildings. Land is carried at cost and 
buildings at cost less encumbrances 
and accumulated depreciation; 


d 
Equities and short-term investments 
are carried at cost. 


The quoted market value of invest- 
ments in bonds and equities is based 
on the closing market quotations as 
of December 31. 
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Actuarial Method 

The funding of the Plans’ benefits 
including liquidation of the unfunded 
liability, meets the requirements of 
the Pension Benefits Standards Act 
and regulations thereunder. 


Contributions by the Company are . 
determined in accordance with the 
accrued benefit-unit credit cost 
method. 


The principal assumptions underlying 
the actuarial computations adopted 
by the Plans’ actuary have been 
developed from the actual experience 
of the Plans in regard to the members’ 
mortality, disability, retirement, ter- 
mination of employment, and merit 
and seniority increases in earnings. 


For the purpose of the Actuarial com- 
putations the Pension Trust Fund is 
assumed to earn 7¥2 % per annum on 
its investments, and future increases 
in members’ earnings have been pro- 
jected using a scale of economic 
increases consistent with that as- 
sumption. 


Accounting for Contributions 
Contributions from employees are 
recorded in the period that CN makes 
payroll deductions. 


Contributions by the Company are re- 
corded monthly, based upon amounts 
required to be funded with respect to 
accrued liabilities and the Company’s 
current service liability. 


Income Determination 

Dividend income is recorded as of the 
ex-dividend date. Income from other 
investments is recorded as earned on 
an accrual basis. 


Gain or loss on sales of equities is 
based on the average cost. 


2. Transfers to 1975 U.S. Pension 


Plan 


The 1975 U.S, Pension Plan was es- 
tablished effective January 1, 1975 
pursuant to the enactment of the 


Employee Retirement Income Security 
Act (E.R.I.S.A.) in the United States. 
Membership in this Plan is limited to 
the non-schedule and management 
employees of the CN’s U.S. railroad 
subsidiaries and similar U.S.-based 
employees of Canadian National Rail- 
way Company. The transfer of assets 
and unfunded liabilities was deter- 
mined actuarially, as at 1 January 
1975. 


3. Commitments 


Outstanding commitments to purchase 
mortgages and real estate invest- 
ments amounted to $93 324 502 at 
December 31, 1975. 
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